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WARNING 

TMs material contains Information affecting 
the National Defense of the United States 
within the meaning of the espionage laws, 
Title 18, USC. Secs. 793 and 764, the trans- 
mission or revelation of which In any manner 
to an unauthorized person Is prohibited by law. 
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UK FINANCIAL, sanctions 
IN THE RHODESIAN CRISIS* 


Summary 


Financial sanctions, together with an almost complete 
ba.n on imports from Rhodesia and an embargo on shipment 
of oil to Rhodesia, have been the principal means of pressure 
by the United Kingdom on the Smith regime since Rhodesia' is 
unilateral declaration of independence on 1 1 November, These 
sanctions will cause economic hardship in Rhodesia and will 
involve some cost to the United Kingdom, The United Kingdom, 
however, has stopped short of measures that would seriously 
damage the Rhodesian economy for fear of Rhodesian counter- 
moves against Zambia. 

The United Kingdom has applied exchange controls to all 
Rhodesian transactions in sterling and has denied Rhodesia 
the use of its sterling balances in London as well as the facili- 
ties of the London money and capital markets. These restric- 
tions, together with the import ban, affect about 30 percent 
of Rhodesia's foreign trade earnings. A wide range of non- 
trade payments to Rhodesia, such as travel expenditures, 
pensions, and earnings on investments, also have been 
stopped or reduced, but there have.ke.en compensating cuts 
in Rhodesian payments to Britain on these accounts. The 
appointment by the British government on 3 December of a 
new board of directors for the Reserve Bank of Rhodesia 
not only places Rhodesian official reserves in London under 
formal British control but also establishes a legal claim 
for British control over the Rhodesian official assets held 
in other countries, thus freezing most of Rhodesia's official 
reserves. Together with the subsequently announced require- 
ment that Rhodesian purchases from the United Kingdom must 


The estimates and conclusions in this brief represent the 
best judgment of this Office as of 27 December 1965. 
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be paid for in dollars or in certain other convertible, non- 
sterling currencies, these measures have the effect of requiring 
Rhodesia to finance its trade mainly from current earnings. 

Britain has almost exhausted the available economic weapons 
short of trying to cut off Zambian trade with Rhodesia, which 
provides perhaps one -third of total Rhodesian foreign exchange 
earnings. But such a British move would almost certainly lead 
to a major escalation of the conflict with Rhodesia that would 
almost immediately eliminate Zambian copper production and 
would cripple the monetary sector of the Zambian economy. 
Moreover, it would force a large and rapid increase in foreign 
exchange costs for the United Kingdom as well as for Rhodesia. 
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1. Rhodesian International Payments 


The basic pattern of Rhodesia' s international transactions is such 
that, short of risking economic retaliation against Zambia, the United 
Kingdom can exert only moderate short-run leverage against Rhodesia 
through financial and trade controls. Essentially, Rhodesian inter- 
national payments have been almost in balance, as shown in the table. 
The large surplus from Rhodesian trade with Zambia has been used 
to finance a Rhodesian deficit with South Africa and the United Kingdom, 
Rhodesia, with its trade with Zambia largely intact but trade and. pay- 
ments with the United Kingdom interrupted by sanctions, may well be 
in a position to accumulate foreign exchange reserves in commercial 
accounts during the next 3 to 5 months. Thereafter, maintenance of 
Rhodesia's foreign exchange position will depend increasingly on an 
ability to market its large cash crop (principally tobacco), more than 
half of which has traditionally been sold to the United Kingdom and 
almost all of which is sold in Western Europe, 


Failure to market the crop now in the ground will deprive the 
Rhodesians of almost $200 million in foreign exchange, an amount 
greatly in excess of anything that the government can accumulate 
from the Zambian trade, even with the new surcharges on Wankie 
coal. This loss of revenue in turn would lead to a sharp curtailment 
in agricultural credit, a large reduction in new planting, and wide-scale 
unemployment in both the white and the black communities and almost 
certainly would precipitate a departure of some lower and middle in- 
come white families from the area. Under such circumstances, 
Rhodesia would have to make fundamental adjustments in its economy. 
On the other hand, if a substantial portion of the export crop is sold, 
even at world market (rather than preference) prices, agricultural 
credit can be maintained. Income and employment, although reduced, 
wouid provide means for maintaining the present Rhodesian economy. 

2. British Financial Sanctions 


British financial sanctions against Rhodesia, which have grown 
progressively more severe since the unilateral declaration of inde- 
pendence by Rhodesia on 1 1 November, are summarized in composite 
form in the Appendix. The initial steps were to exclude Rhodesia from 
access to the London capital and money markets and to place Rhodesian 
sterling accounts under special exchange controls, a move which had a 
legal basis in the Exchange Control Act of 1947. The use of Rhodesian 
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i: ji-.j first to transactions with UK residents, 
sterling balances was lim ted at ftr st to tra transactions 

Knt controls were soon relaxed to permit payment iox 

5L other sterling-area countries (when such transacts 

by the government oi a n Lnt in the Southern Rhodesia 

tTLlTe* by 7ar e iiCnfot IS 16 November 1965 under which imports 
by the United Kin f o ^ string 

accounTwere a^ounced. together with the withholding W the UK govern- 

vSS::r 

expanse holdings in London from the control of the Smith regime and 

" Lg admtist?ative problems for the Bank of England, this move 
easing aamin r official Rhodesian assets in other 
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Rhodesia's commercial sterling balances in London ^ lso J«e virtual y 
r nn 17 December, when the United Kingdom imposed a require 

ment for payment in specified conyertibl Z. 
anv Rhodesian purchases from Britain. Rh . 
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Rhodesia to finance its expenditures of foreign exchange almost entirely 
from current earnings. 

3 . R esponse of Rhodesia 

+n the British sanctions includes 
tIip RVindesian economic response to tne oni 

the Jore Severe restriction of imports, the freezing of UK accounts 

in Rhodesia, prohibition of capital exports j and of expend, 

foreign travel and other services, and failure to service go 
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debts to the United Kingdom, Rhodesia also has refused to service 
those of its debts to international organizations that are guaranteed 
by the United Kingdom, In order to build up commercial balances 
not subject to UK control, Rhodesia has cut its expenditures on 
imports even more than foreign restrictions threaten to reduce Rhodesian 
earnings from exports. In addition, Rhodesia has been trying to redirect 
its exports from the United Kingdom to other countries and to shift the 
mode of payment for its exports from sterling to other currencies. 

The effect of the efforts to redirect trade will not be known for some 
time, because the tobacco crop will not be marketed until next sum- 
mer and most of the other British import restrictions were not 
imposed until December, In the financial area, Rhodesia has forced 
Zambia to pay for its purchases from Rhodesia only in non-sterling 
currencies, thereby removing the bulk of the remaining Rhodesian 
sterling-area earnings from British exchange control. Moreover, 
Rhodesia, has moved to exploit its favorable position as a supplier 
of coal to Zambia; a special levy on exports of coal to Zambia is 
expected to yield additional non- sterling exchange to Rhodesia. The 
annual Rhodesian gold production of some $20 million is another 
important means of earning currencies other than sterling. 


4. Prospects 


A decline in foreign trade of nearly one -third and the interruption 
of other transactions brought about by the British measures taken to 
date will cause considerable economic hardship in Rhodesia, including 
some possible reduction in the standard of living of the white population, 
increased unemployment, lower investment, and reduced production in 
some industries, 

A sharp decline in living conditions and severe disruption of produc- 
tion in Rhodesia are not probable, however, unless Britain takes more 
stringent economic measures. There is, however, little more that 
Britain can do in the economic field to put pressure on the Rhodesian 
regime, short of trying to halt Zambia's trade with Rhodesia, which 
comes to some $140 million annually. Rhodesia would almost certainly 
retaliate by cutting off the electricity and coal supplies that are essential 
to Zambia's copper production. Such a major escalation of the conflict 
with Rhodesia would create serious economic and political problems 
for Britain. Official British calculations of the worst effect on the UK 
balance of payments of the measures already adopted place the ex- 
change loss at about $150 million, but this estimate does not consider 
the offsets possible from shifting British exports to other markets. 
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Britain estimates that cessation of copper production in Zambia would 
increase UK foreign exchange costs to around $400 million a year, as 
a result of both the expenditures needed to support Zambia and the ns 
„ prices of British cTpper imports. Given the week position £" g ' 
the prospect of such heavy foreign exchange costs must weigh heavily 
in UK deliberations. A loss of so large a magnitude would mot be 
incurred, however, if additional economic sanctions l » rced ™ 
Rhodesian regime to give in after a few weeks or months. But history 
offers little probability that a determined, embattled regime wit 
strong domestic support can be defeated rapidly by economic sanctions 

alone. 


- 6 - 


Approved For Re\<§sg2$p_2$2$2'$ CIA-RDP79T01003A002500030001-0 



Approved For Release 2002/02/1 ^®A(PQP7ftI0fl 003A00250003000 1-0 


Regional Balance of Payments of Rhodesia, 1964 a/ 


Million US $ 

Transactions with 


n— lj. >_/ 


Balance on current and 
long-term capital accounts 

Balance on current account 

Merchandise halance b J 

Imports (f.o.b.) 

Exports (f.o.b.) 

Net services and transfers 

Freight and insurance 
Other transportation 
Foreign travel 
Investment income 
Other services 
Transfer payments 

Balance on long-term capital account 

Government long-term debt 
Public authorities long-term debt 
Private investment 

Of which: 

Direct investment 


Short-term capital and settlement accounts 

Short-term debits and credits 
Balancing item (including changes 
in bank reserves c/) 

Cash balances 
Inter-area transfers 


World 

United Kingdom 

South Africa 

Zambia 

(Net) 

- 2.5 

- 45.0 

- 80.1 

+131.6 

- 9.0 

+ 8.4 

- 27.4 

- 91.3 

+131.0 

- 4.2 

+ 94.1 

+ 23.0 

- 56.O 

+ 96.0 

+ 31.1 

-308.8 

- 85.7 

- 91.0 

- 17.9 

-114.2 

+402.6 

+108.6 

+ 35-0 

+113.7 

+145.3 

- 85.7 

- 50.4 

- 35-3 

+ 35.0 

- 35-0 

- 38.4 

N. A. 

N. A. 

N.A. 

N.A. 

+ 36.7 

N. A. 

N. A. 

N.A. 

N. A. 

- 21.0 

N. A. 

N. A. 

N. A. 

N.A. 

- 41.2 

- 21.0 

- 9-8 

- 5.3 

- 5-3 

- 16.0 

N. A. 

N. A. 

N.A. 

N.A. 

- 5-9 

+ 2.5 

- 3-9 


- 4.5 

- 10.9 

- 17.6 

+ 11.2 

+ 0.6 

- 4.8 

- 14.3 

- 7-3 


- 0.6 

- 6.7 

- 3-1 

- 0.3 

+ 0.3 


- 3-1 

+ 21.0 

+ 6 .k 

+ 10.9 


+ 3-9 

+ 25.5 

N. A. 

N.A. 

N.A. 

N.A. 

- 14.6 

- 16.5 


1— f 

1— i 

4- 

+ 1.1 

+ 2.5 

+ 45.0 

+ 80.1 

-131. 6 

+ 9.0 

- 2.0 

- 3-4 

+ 0.3 


+ 1.4 

+ 7.6 

- 0.3 

- 2.8 

+ 0.3 


- 3-1 

N. A. 

N. A. 

N.A. 

N.A. 


+ 48.7 

+ 82.6 

-I3I.9 

+ 7.6 


— -i jxtauBe or currency conversion. 

V ln , the o^Sinal data are shown as differences of 0.3 in this table. A plus sign indicates 
a credit and a minus sign a debit. 

b.. Data on the merchandise balance presented in different tables of National Accounts and Balance of 
sgsiir to j °' 1 Bllll0n Hhoa « 3l “ the alternative .erchaHISTSlance, 

«ritT„oS; Pllea 0nly f " ““ for 1961,; cha^.a for 
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APPENDIX 


SUMMARY OF UK FINANCIAL SANCTIONS 
AFFECTING RHODESIA 


Rhodesian balances in the United Kingdom have been sequestered 
in "Rhodesian sterling accounts", and permission of the UK authorities 
is required for all transfers into or out of these accounts. Payments 
by UK residents (individual or corporate) to Rhodesian residents may 
be made only in sterling into the Rhodesian sterling accounts. The 
regulations governing the use of the Rhodesian sterling accounts include 
the following provisions applicable to transactions entered into on or 
after 11 November 1965. 


1 . Provisions Affecting Foreign Trade 

a. Expor ts to Rhodesia 

Exports to Rhodesia from the United Kingdom 
and other sterling-area countries, to the extent allowed by 
the governments of these sterling-area countries, must be 
paid for by Rhodesian importers in advance of shipment. 

Until 17 December, Rhodesian account. ^sterling; could be 
used in settlement, but since that date, payment in dollars 
or other specified convertible, non- sterling currency is 
required. All such transactions require approval of the 
Bank of England. 

b . Imports from Rh odesia 

Payments by XJK and other sterling-area 
residents for imports from Rhodesia (when such transactions 
are allowed by the governments of these sterling-area coun- 
tries) must be made in sterling into the Rhodesian sterling 
accounts. Following the extension on 1 December of the UK 
import ban to some 95 percent of the Rhodesian goods 
normally purchased by the United Kingdom, this source of 
foreign exchange to Rhodesia is expected to be negligible. 
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c. Merchandise Freight and Insurance 

Use of Rhodesian account sterling was per- 
mitted until 17 December for disbursements for freight 
and insurance costs in connection with permitted trade 
between Rhodesia and the United Kingdom. Since that 
date, payment in convertible, non-sterling currency is 
required. 


d. . Financing Trade with Third Countries 

Since 1 December, UK residents have been 
specifically prohibited from financing trade between 
Rhodesia and third countries. 

2. Provisions Affecting Services and Transfer 
Payments 

a. Income Payments 

Since the announcement on 1 December of 
the more restrictive controls, payments of interest, 
dividends, wages, and salaries to residents of Rhodesia 
have been prohibited (earlier, general permission had 
been given for such payments). Payment of pensions, 
suspended on 1 December, was restored on 14 December 
(for "humanitarian" reasons). 

b. Travel Expenses 

Availability of exchange for travel expendi- 
tures to any UK resident traveling to Rhodesia was limited 
to an aggregate of £ 250 ($700) for all trips after 
11 November. On 1 December, funds fdr travel were 
further restricted to official and approved business purposes. 

c. Press Correspondents 

Permission was given for transfer of funds 
to meet the expenses of UK press correspondents in 
Rhodesia. 
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d- Gift Transfers 

residents to Rh ^ 6 “ N ° Vember ' cash gifts by UK 
UCIUS ro Knodesian resirfput-c 

* 250 ,$7 ° 0) * a*- o^°r,t a strn C g e a °/ea. 

3 - Movement a 

a ’ Short-Term Funds 

prohibited from englg^ng^anv f ^ h&VG b ® en 

and UK firms havebeL nrohiJf 1 j 1 ^ ncmg for Rhodesians, 
to branches or subsidiaries in Rhode's”” flmds 


b. 


Direct and Portfolio T nvestmenf 


consent will not be give^f^ Rhodesia has be en banned; 
% by UK residents or for use ^ dlrect “vestment in Rhodesia 

sterii„ g for p ur c hase; f US Rl:L 1 rnlr: 2 r iUm,,) 


c. 


Pr oceeds f rom _Security Tractions 


securities may havTthe ° WnSrS ° f UK ° ther ^erling 
sterling accounts in the ‘° Rhodesi “ 

redemption proceeds at maturity 2”' V ^ " the 

sale of such securities h Y ° Proceed s from the 
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sold to other Rhodesian r J U J6Ct t0 control > or be 
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17 January 1966 


MEMORANDUM FOR: Chief, Dissemination Control Branch, DD/CR 
FROM : Chief, Publications Staff, ORR 

SUBJECT : Transmittal of Material 


It is requested that the attached copies of CIA/RR CB 65-78, UK 
Financial Sanctions In the Rhodesian Crisis, December 1965, SECRET/NO 
FOREIGN DISSEM, be forwarded as follows: 


State, INR Communications Center, 
Room 6527.1 State Dept. Bldg. 
Suggested distribution for 
Embassies in Geneva, London, 
Yaounde, Leopoldville, Accra, 
Addis Ababa, Abidjan, Nairobi, 
Monrovia, Tripoli, Rabat, Lagos, 
Mogadiscio, Khartoum, Tunis, 
Pretoria, Algiers, Cotonou, Dakar, 
Bamako, -P rete r ife r Lusaka 
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